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The effects of a government shutdown on consumer 
sentiment are analyzed using an OLS regression on 
monthly data from 1978:1 to 2018:12. The model 
includes robust standard errors to account for the 
presence of heteroskedasticity.
OLS Equation:
Do government shutdowns 
affect consumers’ perception 
of the U.S. economy’s overall 
health?
Hypothesis 1: The occurrence of a 
government shutdown in a given month 
will be associated with a decrease in 
consumer sentiment for the same 
month.
Literature Review
The funding gap and resulting shutdown 
that the U.S. Government experienced 
from December 2018 to January 2019 
lasted 35 days, making it the longest 
government shutdown in U.S. history. 
During the shutdown, and in the 
months that followed, news 
publications and broadcasts focused on 
the public’s perception of the shutdown 
and its effects, citing the University of 
Michigan’s Index of Consumer 
Sentiment (ICS) and its fluctuations 
during the period.
This paper examines the effect of 
government shutdowns on consumers’ 
perception of the economy by analyzing 
the impact of the occurrence of a 
government shutdown and the length of 
that shutdown on the Index of 
Consumer Sentiment.
Both empirical research and economic 
literature on the relationship between 
government shutdowns and consumer 
sentiment are sparse. Additionally, while 
literature on the factors that impact 
consumer sentiment abounds, much of 
that research is outdated.
Lovell & Tien 2000: Find that the rate of 
change in the unemployment rate, stock 
prices, and real GDP all influence 
consumer sentiment. 
Mishkin 1978: Puts forth the “Liquidity 
Hypothesis”, which suggests that 
household wealth helps to explain 
consumer sentiment.
Bachmann & Simms 2012: Suggest that 
the response of consumers to 
government policies in times of 
economic recession is not the same as 
in times of economic wellbeing.
Conclusions: 
The statistical insignificance of the Shutdown variable 
in Estimation 1 suggests that the occurrence of a 
government shutdown in a particular month is not 
associated with a decrease in consumer sentiment for 
the same month. However, the statistical significance of 
Shutdown Length suggests that an increase in the 
number of days the government is shutdown is 
associated with a decrease in consumer sentiment.
Further Research:
This model requires further adjustment for statistical 
biases such as the possibility of serial correlation and 
multicollinearity. Further research could include the 
isolation of different components that comprise the 





Index of consumers’ 
perception of the 
health of the economy




Total number of days 
the shutdown lasted 
Unemployment Rate of change in 
unemployment (%)
Inflation Average monthly 
change in CPI
Wilshire_5000 Price index of all public 
securities in the U.S.
Recession Dummy (1=recession)





















*p<0.1; **p<0.05; ***p<0.01.               Standard errors in brackets
Hypothesis 2: An increase in the length 
of the government shutdown will be 
associated with a decrease in consumer 
sentiment for the month in which it 
occurred.
